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ACTION L-03 

INFO OCT-01 AF-06 ARA-06 EA-07 NEA-10 ISO-OO ERDA-05 

AID-05 CEA-01 CIAE-00 CIEP-01 COME-OO DODE-OO EB-07 

FEAE-00 FPC-01 H-02 INR-07 INT-05 NSAE-00 NSC-05 

OMB-01 PM-04 USIA-06 SAM-01 OES-03 SP-02 SS-15 STR-04 

TRSE-00 PRS-01 PA-01 /110W 

010579 

R 141224Z NOV 75 
FM AMEMBASSY CARACAS 
TO SECSTATE WASHDC 892 
INFO AMEMBASSY IIDDA 
AMEMBASSY TEHRAN 
AMEMBASSY KUWAIT 
AMEMBASSY TRIPOLI 
AMEMBASSY ALGIERS 
AMEMBASSY LIBREVILLE 
AMEMBASSY ABU DHABI 
AMEMBASSY IAKARTA 
AMEMBASSY QUITO 
AMEMBASSY DOHA 
AMEMBASSY LAGOS 


LIMITED OFFICIAL USE SECTION 1 OF 2 CARACAS 11823 

E.O. 11652: N/A 
TAGS: ENRG, VE 

SUBJECT: REQUEST FOR OFFICIAL INFORMATION ON CRUDE OIL 
REF: STATE 250957; CARACAS A-2 11 
BEGIN UNCLASSIFIED 

1. BEGIN SUMMARY: THE NEW VENEZUELAN TAX EXPORT VALUES 
(TEVS) FOR CRUDE OIL AND REFINERY PRODUCTS ARE BEING 
LIMITED OFFICIAL USE 
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FORWARDED UNDER THE REFERENCED AIRGRAM. PETROLEUM 
INTELLIGENCE WEEKLY ESTIMATED THAT THE OVERALL TAX 
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PRICE INCREASED 7.9 PERCENT, WITH CRUDE UP 9.3 PERCENT 
ANDREFINERY PRODUCTS UP 5.1 PERCENT. THE FREIGHT 
DIFFERENTIAL AND SULFUR PREMIUMS WERE UNCHANGED. IT 
APPEARS THAT THE GOV HAS CORRECTED THE PROBLEM OF 
OVERPRICED LOW SULFUR RESIDUAL FUEL OILS, BUT IN THE 
PROCESS CREATED A NEW PROBLEM BY OVERPRICING HEAVY 
CRUDE OIL. AS A RESULT. THE THREE MAJOR OIL COMPANIES 
HAVE SHUT IN ALMOST 200,000 B/D OF HEAVY CRUDE. THE 
NEW TAX SCHEDULE HAS SPARKED A LOCAL DEBATE ON WHETHER 
VENEZUELA IS LOSING MARKETS. END SUMMARY. 

2. THE EMBASSY IS FORWARDING UNDER THE REFERENCED 
AIRGRAM COPIES OF THE NEW TAX EXPORT VALUES (TEVS) FOR 
CRUDE OIL AND PRODUCTS WHICH THE GOV ESTABLISHED AS A 
RESULT OF THE SEPTEMBER 1975 OPEC DECISION, THE OFFICIAL 
ENGLISH TRANSLATION OF THE GOV RESOLUTION SETTING THE 
VALUES, AND THE PREVIOUS VALUES FOR COMPARISON. 

3. AS WE HAVE PREVIOUSLY REPORTED, THE TEVS HAVE 
BEEN INCREASED FOR ALL CRUDES. FOR REFINERY PRODUCTS, 

THE TEVS WERE INCREASED FOR LPG AND LOW SULFUR RESIDUAL 
FUELS; AND MAINTAINED THE SAME FOR AVIATION FUELS, MOTOR 
GASOLINES. BLENDING AGENTS AND NAPHTHAS, KEROSENE, 
DISTILLATES, HIGH SULFUR RESIDUAL FUELS, LUBRICATING 
OILS. ASPHALTS, COMPONENTS. MISCELLANEOUS AND TOPPED 
CRUDE OILS. HOWEVER. BY CHANGING THE GENERAL ADJUSTMENT 
FACTOR, THE FINAL VALUES FOR LOW SULFUR RESIDUAL FUEL 

OIL WERE LOWERED, AVIATION FUELS WERE UNCHANGED, AND 
EVERYTHING ELSE REGISTERED A NET INCREASE. 

4. THE NOVEMBER 3 ISSUE OF PETROLEUM INTELLIGENCE 
WEEKLY ESTIMATED THAT THE OVERALL VENEZUELAN TAX PRICE 
INCREASE AVERAGED 7.9 PERCENT, WITH CRUDE UP 9.3 PERCENT 
AND REFINED PRODUCT UP 5.1 PERCENT. PIW FURTHER 
ESTIMATED THAT GOVERNMENT AVERAGE TAKE ROSE TO $10.13 
FROM $9.38. OR 75 CENTS PER BARREL. FOR CRUDE IT ROSE 

TO $10.21 FROM $9.34, OR 87 CENTS. AND FOR REFINERY 
PRODUCTS TO $9.96 FROM $9.47, OR 49 CENTS PER BARREL. THE 
REDUCTIONS ON LOW SULFUR RESIDUAL FUEL OIL RANGED FROM 
LIMITED OFFICIAL USE 
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10 CENTS PER BARREL FOR 1.5 PERCENT TO 85 CENTS FOR 
0.3 PERCENT SULFUR CONTENT BY WEIGHT. THE FREIGHT 
ADJUSTMENT DIFFERENTIAL OF $1. 137 PER BARREL WAS 
UNCHANGED, AS WELL AS THE SULFUR PREMIUM OF 7 CENTS FOR 
EACH 0.1 PERCENT OF SULFUR BELOW 1.7 PERCENT. 

5. IN APPLYING THE OPEC INCREASE, WHILE AT THE SAME 
TIME LOWERING THE TEVS ON LOW SULFUR RESIDUAL FUEL 
OILS. THE GOV USED A STRAIGHT LINE CURVE FORMULA THAT HAS 
APPARENTLY NOW MADE ITS HEAVY CRUDE OILS NON-COMPETITIVE. 
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HISTORICALLY, THE GOV UTILIZED A 3-CENT GRAVITY DIFFEREN- 
TIAL IN THE TEVS FOR CRUDES BELOW 25 API. THE 
DIFFERENTIAL WAS INCREASED TO 6 CENTS WHEN THE OIL 
PRICES WERE DRAMATICALLY INCREASED IN 1973 AND 1974. 
UNDER THE NEW FORMULA, THE GRAVITY DIFFERENTIAL HAS 
JUMPED TO 13 CENTS BELOW 31.5 API AND 7 CENTS ABOVE. 


LIMITED OFFICIAL USE 
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LIMITED OFFICIAL USE SECTION 2 OF 2 CARACAS 11823 

6. INDUSTRY SOURCES STATE THAT THE TEVS FOR THE RANGE 
OF CRUDE OIL FROM 22 API AND DOWN ARE NOW TOO HIGH. THEY 
CLAIM THE TAX PAID COSTS ON THESE CRUDES NOW EXCEED THE 
REALIZED PRICES. AS AN EXAMPLE, THEY CITE BUNKER C 
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(USING 15 API GRAVITY OIL) WHICH IS SELLING AT $9 PER 
BARREL. THE INCOME TAX ALONE OF THIS CRUDE IS NOW 
$8.40 (TEV OF $1 1 .9938 X 70 PERCENT TAX RATE). ROYALTY AND 
FREIGHT DIFFERENTIAL MUST BE ADDED TO TAX TO COMPLETE 
TAX-PAID COST. 

LIMITED OFFICIAL USE 

LIMITED OFFICIAL USE 
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7. IN RESPONSE TO NEW TAX RATE, CREOLE HAS SHUT IN 

85.000 B/D OF HEAVY OIL, WHILE SHELL HAS SHUT IN 

60.000 AND MENE GRANDE 40,000 B/D. SINCE THESE QUANTI- 
TIES REPRESENT ONLY A PART OF THE HEAVY OIL PRODUCTION 
OF THE MAJOR COMPANIES, THE SOURCES MAINTAIN THAT THE 
COMPANIES WILL HAVE TO ABSORB THE LOSS ON THE REMAINDER 
OF THE HEAVY OIL THEY PRODUCED. AMOCO AND PHILLIPS, THE 
SOURCE CONTENDS, WHICH HAVE THE BULK OF THEIR PRODUCTION 
IN HEAVY CRUDE, ARE NOT AS BWRDLY AFFECTED BECAUSE THEY 
RECEIVE A BREAK ON ROYALTY. BY DEMONSTRATING AN OVERALL 
OPERATING LOSS AT THE ESTABLISHED TOTAL TAX LEVELS, 

THESE COMPANIES HAVE BEEN GIVEN A LOWER ROYALTY RATE- 
IN THE CASE OF PHILLIPS. A RATE AS LOW AS 8 PERCENT- 

WHILE THE MAJORS CONTINUE TO PAY 16 AND TWO-THIRDS 
PERCENT, SINCE THEY CANNOT DEMONSTRATE AN OVERALL OPERATING 
LOSS. THE SOURCE STATES THAT THE VENEZUELAN TAX LAW 
ALLOWS FOR SUCH ROYALTY RELIEF ON DEMONSTRATED OVERALL 
OPERATING LOSS. 

8. THE NEW OIL TAX SCHEDULE HAS SPARKED A LOCAL DEBATE 
OVER WHETHER VENEZUELA IS LOSING MARKETS BECAUSE OF 
UNCOMPETITIVE PRICES. RAFAEL TUDELA, A PROMINENT 
VENEZUELAN BUSINESSMAN, WHO IS A SUCCESSFUL INTERNATIONAL OIL 
BROKER AND ALSO SMALL CONCESSION HOLDER, PUBLICLY 
QUESTIONED THE GOV CONSERVATION POLICY. IN AN INTERVIEW 
PROMINENTLY FEATURED IN EL NACIONAL ON NOVEMBER 1 1, 

TUDELA POINTED OUT THAT PERSIAN GULF OIL PRODUCERS HAVE 

NOW CAPTURED 55 PERCENT OF THE CANADIAN MARKET, WHILE 
VENEZUELAN WHICH FORMERLY HELD 60 PERCENT OF THAT MARKET 
HAS NOW DROPPED TO 39 PERCENT. HE NOTED THAT THE SAME 
SITUATION IS HAPPENING IN THE CARIBBEAN WHERE MIDDLE 
EASTERN OIL IS FINDING ITS WAY INTO ALL OF THE REFINERIES 
AND NEW SUPERPORTS ARE BEING BUILT WHICH OBVIOUSLY ARE 
NOT INTENDED TO RECEIVE VENEZUELAN OIL. REACTING TO 
TUDELA'S COMMENTS, MINES MINISTER HERNANDEZ STATED THAT 
VENEZUELA DOES NOT HAVE THE CAPACITY TO SUPPLY THE 
ENTIRE CARIBBEAN, AND HE OBSERVED THAT NO COUNTRY WANTS 
TO DEPEND ON JUST ONE SOURCE OF SUPPLY. HERNANDEZ ALSO 
ADDED THAT MARKET DEMAND IS VERY WEAK NOW BECAUSE BUYERS 
STOCKPILED DURING SEPTEMBER IN ANTICIPATION OF THE OPEC 
PRICE INCREASE. END UNCLASSIFIED. 

LIMITED OFFICIAL USE 
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LIMITED OFFICIAL USE 
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BEGIN LIMITED OFFICIAL USE 

9. COMMENT: IT SEEMS DOUBTFUL THAT THE GOV WOULD 
KNOWINGLY OVERPRICE ITS HEAVY CRUDE OILS IN VIEW OF ITS 
EXPERIENCE WITH OVERPRICED LOWER SULFUR RESIDUAL 
FUEL OILS THROUGHOUT THE FIRST NINE MONTHS OF 1975. THE 
GOV STRATEGY MAY BE TO UTILIZE THIS LAST OPPORTUNITY TO 
UNILATERALLY IMPOSE A HIGHER PRICE AND THEREBY OBTAIN 
SOME ADDITIONAL OIL REVENUE BEFORE NATIONALIZATION. EVEN 
WITH THE MAJORS SHUTING IN ALMOST 200,000 B/D, THE GOV 
WILL NET ADDITIONAL REVENUE WITH THE NEW TEVS. THE 
GOV MAY ALSO BE ATTEMPTING TO ESTABLISH A HIGHER NEGOTIA- 
TING BASE FOR PRICES IN THE OFFTAKE AGREEMENTS THAT WILL 
BE NEGOTIATED WITH OIL COMPANIES. HOWEVER, THE NEW 
TEVS EXPIRE ON DECEMBER 31 AND, UNLESS THERE IS A RADICAL 
CHANGE IN THE INTERNATIONAL OIL MARKET BEFORE THAT 
DATE, VENEZUELAN OIL PRICES WILL HAVE TO DROP IN ORDER 
FOR PETROVEN TO REMAIN COMPETITIVE IN 1976. END COMMENT. 
END LIMITED OFFICIAL USE. 

SHLAUDEMAN 
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